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KAUFMANN,
: GALLUCCI &
(GRUMER LLP

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT
To the Stockholders of E.H. Smith Jacobs & Co., Inc.

We have audited the accompanying consolidated statement of financial condition of E.H. Smith
Jacobs & Co., Inc. and subsidiary (the “Company”) as of September 30, 2006 that you are filing
- pursuant to rule 17a-5 under the Securities Exchange Act of 1934. This financial statement is the
responsibility of the Company's management, Our responsibility is to express an opinion on the
financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements as well as
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statement referred to above presents fairly, in all
material respects, the consolidated financial position of E.H. Smith Jacobs & Co., Inc. and
subsidiary as of September 30, 2006 in conformity with accounting principles generally
accepted in the United States of America,

November 22, 2006

o i f e

80 Broad Street, Suite 1901 * New York, NY 10004 * Tel: (212) 2690572 * FAX: (212) 968-1279




- E.H. SMITH JACOBS, INC. & CO., AND SUBSIDIARY

b CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
SEPTEMBER 30, 2006
ASSETS
Cash and cash equivalents $ 770,304
Due from clearing brokers 1,876,637
Securities owned:
Marketable at market value 741,905
Not readily marketable at estimated fair value 74,000
Due from related parties 128,544
Prepaid expenses and other assets 50,771
Property and equipment, net of accumulated depreciation 4,965
Total assets $ 3,647,126
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities:
Securities sold but not yet purchased $ 387,715
Accrued expenses and other liabilities 829,821
Total liabilities 1,217,536
Stockholders’ equity 2,429.590
Total liabilities and stockholders' equity $ 3,647,126

The accompanying notes are an integral part of this financial statement.
2




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 1 -

NOTE 2 -

SEPTEMBER 30, 2006

ORGANIZATION AND NATURE OF BUSINESS

E. H. Smith Jacobs & Co., Inc. (the "Company") is a broker-dealer registered with
the Securities and Exchange Commission (“SEC”) and is a member of the
National Association of Securities Dealers, Inc. (“NASD™). The Company is
engaged in the execution of stock transactions for its own account and those of its
customers.

As more fully described in Note 12, the Company acquired Christopher Forbes,
LLC. Christopher Forbes, LLC is also a broker-dealer registered with the SEC
and a member of the NASD.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated satement of financial condition includes the accounts of E.H.
Smith Jacobs & Co., Inc. and its wholly owned subsidiary Christopher Forbes,
LLC (collectively called "the Company").

Cash and cash equivalents include cash in bank accounts and deposits in money
market accounts with maturities of three months or less. At September 30, 2006,
cash equivalents in money market accounts amounted to approximately $137,000.

Securities transactions and related revenues and expenses are recorded on a trade-
date basis. Commission income and expense relating to customer transactions are
recorded on a trade-date basis as securities transactions occur.

Securities owned are valued at market value. Securities not readily marketable
are valued at fair value as determined by management. The resulting difference
between cost and market (or fair value) is included in net trading gains on the
statement of income.

The Company records property and equipment at cost. Depreciation is computed
over the estimated useful lives of the assets on a straight-line basis.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 2 -

NOTE 3 -

SEPTEMBER 30, 2006

CONTINUED

The Company accounts for income taxes in accordance with the provisions of
Statement of Financial Accounting Standards No. 109, “Accounting for Income
Taxes,” which requires an asset and liability approach to financial accounting and
reporting for income taxes. Deferred income tax assets and liabilities are
computed annually for differences between the financial statement and tax bases
of assets and liabilities that will result in taxable or deductible amounts in the
future, based on enacted tax laws and rates applicable to the periods in which the
differences are expected to affect taxable income. Valuation allowances are
established, when necessary, to reduce deferred tax assets to the amount expected
to be realized.

The Company has net operating loss (“NOL”) carryforwards of approximately
$1,120,000 which are available to reduce future taxable income. Such loss
carryforwards expire in 2024, The net operating loss carryforward generated a
deferred tax asset of $440,000. However, the Company has determined that a
valuation allowance of $440,000 against such deferred asset is necessary.

NET CAPITAL REQUIREMENTS

As a registered broker-dealer, the Company is subject to the Securities and
Exchange Commission’s Uniform Net Capital Rule 15¢3-1, which requires that
net capital, as defined, shall be the greater of $100,000 or 6-2/3% of aggregate
indebtedness, as defined. Net capital and aggregate indebtedness change from day
to day, but as of September 30, 2006, the Company had net capital of
approximately $1,493,000, which exceeded its requirement of $100,000 by
$1,393,000. At December 31, 2006, the Company's ratio of aggregate
indebtedness to net capital was approximately 14%.




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 4 -

NOTE S -

NOTE 6 -

SEPTEMBER 30, 2006
SECURITIES OWNED AND SECURITIES SOLD NOT YET
PURCHASED

Marketable securities owned and sold not yet purchased, consist of trading and
investment securities, at market values, as follows:

Securities Securities

Owned Seld

Not Yet

Purchased

Obligations of U.S. government $483,710 -
Corporate stocks 252,732 $387,715
Options 5,463 -

$741.905 $387.715
Securities not readily marketable represent securities that cannot be publicly
offerred or sold unless registration has been effected under the Securities Act of

1933. The Company has an invested in equity securities of a privately owned
enterprise amounting to $74,000.

ACCRUED EXPENSES AND OTHER LIABILITIES

Accrued expenses and other liabilities consists of the following:

Deposits from traders $608,999
Operating expenditures 220.822
$829.821

RELATED PARTY TRANSACTIONS

During the year a loan, in the amount of $150,000 from an affiliated company,
was repaid.

The Company is under common ownership or control with other broker-dealers,
Various overhead expenses are shared by these entities. At September 30, 2006,
the Company has a receivable balance from these broker-dealers of $128,544.

As more fully described in Note 12, the Company acquired an affiliated broker-
dealer.




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 7 -

NOTE 8 -

NOTE 9 -

SEPTEMBER 30, 2006

LEASE COMMITMENTS

The Company leases office space under an operating lease agreement expiring
April 30, 2012, The approximate future minimum annual lease payments are:

Minimum
Year ended lease
September 30 payments
2007 $114,000
2008 117,000
2009 120,000
2010 123,000
2011 127,000
Thereafter 74,000
Total $675,000

PENSION AND PROFIT-SHARING PLAN

The Company, together with related companies, has participated in a profit-
sharing plan. Contributions to the plans are based on the wages of eligible
employees up to $200,000. The plans are on a fiscal year, September | to August
31.  Contributions to the plans are determined each year by the Board of
Directors, and may be up to fifteen percent of eligible compensation. For the plan
year ended August 31, 2006, neither the Company nor the related companies
made any contributions to the plans.

401(k) PLAN

The Company adopted a 401(k) plan (the “Plan”) effective January 1, 2005. The
Plan covers all full-time employees who are twenty-one years of age or older and
have completed one year of service. Participants are permitted to make
contributions of a set percentage of their annual gross salary. The amount
deferred in any calendar year may not exceed the limits specified under Internal
evenue Code Sections 401(k).

The Company may make matching contributions equal to the employee elective
deferral contributions. However, matching contributions are not made with
respect to elective deferral contributions in excess of 3% of an employee’s
compensation.




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 10 -

SEPTEMBER 30, 2006

DERIVATIVE FINANCIAL INSTRUMENTS AND OFF-BALANCE-
SHEET RISK

During the year ended September 30, 2006, the Company’s trading activities
included equity and index options, all of which are forms of derivative financial
instruments. These derivatives were used for trading purposes and for managing
risk associated with the portfolio of investments. All positions are reported in the
accompanying statement of financial condition at market value, and any change in
market value is reflected in the accompanying statement of income as gain or loss
as it occurs.

Derivative financial instruments derive their value based upon an underlying
asset, index or reference rate. These instruments are subject to various risks
similar to nonderivative financial instruments, including market, credit, liquidity
and operational risks. The Company manages these risks associated with
derivatives on an aggregate basis.

The Company is also subject to certain inherent risks from its trading activities of
selling securities short. Subsequent market fluctuations of securities sold, not yet
purchased may require purchasing the securities at higher prices.

The Company acts on behalf of its customers to arrange for the purchases and
sales of securities. The Company is exposed to losses if such customers do not
satisfy their responsibilities for these trades. The Company seeks to control these
risks by monitoring the activities of these customers. Transactions for the
Company’s customers are generally cleared through and carried by a carrying
broker-dealer (a “clearing firm™) on a fully disclosed basis. Accordingly, open
customer transactions are not reflected in the accompanying financial statements.

The Company is exposed to credit losses in the event customers fail to satisfy
their obligation in connection with their securities transactions. As of September
30, 2006, customer obligations to the clearing firm were collateralized by cash
and securities with market values in excess of the obligations.




E.H. SMITH JACOBS & CO., INC. AND SUBSIDIARY

NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

NOTE 11 -

NOTE 12-

SEPTEMBER 30, 2006

CONCENTRATIONS OF CREDIT RISK

The cash equivalents, due from clearing brokers and loans to and receivables from
related parties all represent concentrations of credit risk. Management does not
believe that the ultimate disposition of these items will result in any loss to the
(Company.

The Company maintains cash in a bank account which, at times, may exceed
federally insured limits.

ACQUISITION OF A BROKER-DEALER

On September 29, 2006, the Company acquired a broker-dealer unit from an
owner that is affiliated with the Company. The aggregate consideration paid was
approximately $500,000. The transaction is recorded as a purchase and the
Company will consolidate the results of operations of the broker-dealer from the
date of the acquisition forward. No goodwill was required to be recorded.




